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1 (a) Define the term ‘disposable incomes’. [2] 

 

  The amount of income people have left after direct taxes have been deducted (2) 

  The amount of income people have left after taxes have been deducted and state benefits 

have been added (2) 

  The amount of income people have left after taxes have been deducted (1) 

  The amount of income people have left to spend and save as they please (1) 

  The amount of income people have plus state benefits (1) 

 

 

(b) Explain how a consumer prices index is constructed. [5] 

 

• a basket of goods and services (1) 

• a base year (100) is selected (1) should be a stable/unexceptional year (1) 

• measurement of changes of prices of products in the basket/index of price changes (1) 

from a range of outlets (1) 

• products are given weights (1) to reflect their importance in buying patterns (1) buying 

patterns found from a household survey (1) 

• weights are multiplied by price changes/formula (1) 

 

  A list-like answer can gain no more than 2 marks  

 

 

(c) Explain how individual workers can try to increase their wages above the rate of 

inflation. [5] 

 

• join a trade union (if they are not already in one) (1) to benefit from the potential 

advantages of collective bargaining (1) 

• if a member of a trade union, participate in industrial action (1) development of industrial 

action (1) 

• work longer hours (1) receiving overtime payments (1) 

• improve their training/qualifications/skills (1) increase demand for their labour (1)  

• gain promotion (1) by e.g. gaining higher skills (1) 

• change to a better paid job with another employer (1) 

• take a second job (1) to increase overall wages (1) 

 

  A list-like answer can gain no more than 3 marks  
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 (d) Discuss to what extent a rise in interest rates would be to the advantage of UK 

workers. [8] 

 

  Up to 5 marks for why it might: 

• this could reduce the rate of inflation (1) (depending on the interest elasticity of demand, 

although candidates do not need to use that term) (1) reduce the extent of the negative 

effects of inflation, such as the erosion of purchasing power of money (1) this would 

make it more likely that wage rises would be effective rises in real terms (1)  

• lower inflation may increase price competitiveness of domestic products (1) increase 

employment (1) raise job opportunities (1) 

• higher interest rates would increase the return from saving (1) some workers may be net 

savers (1) 

 

  Up to 5 marks for why it might not: 

• the interest rate on mortgages will go up (1) and this is a major proportion of the 

expenditure of many workers (1) leaving them less income to spend on other items (1) 

• other borrowing costs will also go up (1), such as loans and overdrafts (1) 

• this would be likely to reduce the level of demand in the economy (1) less production (1) 

higher unemployment (1) 

 

 

2 (a) Define the factor of production, enterprise. [4] 

 

• this is the factor that takes the risk (1) in bringing the other factors together/combining 

other factors to produce goods and to provide services in order to make profits (1) 

• enterprise involves the taking of decisions (1) in terms of what to produce and how to 

produce it (1)    

• enterprise is undertaken by entrepreneurs/examples of entrepreneurs (1) who receive 

profit as a reward (1) 

 

 

 (b) Distinguish between the social benefits and the social costs involved in this example.  

     [6] 

 

  Example: cutting down timber in a rainforest 

 

  Up to 2 marks for definition of social benefits:  

social benefits – the sum of private benefits and external benefits (2) total benefits to society 

(1) 

 

  1 mark for relevant example:  

  such as profit made by a firm (private benefit)/an increase in jobs for a community (external 

benefit) (1) 

 

  Up to 2 marks for definition of social costs: 

  social costs – the sum of private costs and external costs (2) total costs to society (1) 

 

  1 mark for relevant example: 

  such as the cost of machinery to a firm (private cost)/the pollution caused to the community 

(external cost) (1) 

 

  A maximum of 4 marks if the answer is not related to the example  
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 (c) Discuss whether a resource, such as a rainforest, should be conserved rather than 

used. [10] 

 

  1 mark for the rainforest is a natural resource/gift of nature (1) 

 

  Up to 7 marks for conservation of a resource: 

• conservation involves taking a long-term rather than a short-term view (1) enabling future 

generations to benefit from the rainforest (1) 

• if a rainforest is cut down, forest habitats that provide for people, plants and animals 

today and in the future are destroyed (1) may reduce tourism (1) 

• cutting down forests could cause external costs (1) e.g. noise pollution (1) 

• demand for wood may be higher in the future (1) resulting in a better return (1) 

 

  Up to 7 marks for use of a resource: 

• this will increase incomes/GDP now (1) the standard of living in material terms will 

improve in the area (1) 

• jobs will be created (1) lowering unemployment (1) 

• exports can increase (1) improving the current account position (1) 

• revenue earned may be reinvested by firms in the local area (1) creating employment (1) 

• tax revenue will increase (1) this could be used to e.g. subsidise new industries (1) 

• demand for timber may decrease in the future (1) so more revenue may be gained now 

(1) 

• there is an opportunity cost involved in keeping the rainforests (1) e.g. the land could be 

used for farming (1) 

 

 

3 (a) Describe the non-wage factors that can influence a person’s choice of occupation.  [4] 

 

• job satisfaction (1) e.g. a person may enjoy a challenging occupation/an occupation such 

as nursing that involves helping people (1)  

• type of work/working conditions (1) for instance, an occupation may usually be 

undertaken in a clean and safe environment (1)  

• working hours (1) most people like to avoid occupations which involve very long hours or 

unsociable hours (1) 

• size of the firm (1) some people like to work in occupations that are usually undertaken 

in small firms as there may be closer contact with employers and fellow workers/some 

people like to work in occupations that are usually undertaken in large firms as there 

may be greater diversity in tasks undertaken and greater promotion prospects (1)  

• career prospects/opportunity for promotion (1) some occupations have clear career 

progression e.g. teaching (1)  

• fringe benefits (1) such as subsidised housing/a company car (1) 

• number/length of holidays (1) most people like regular and long holidays (1)  

• pension scheme (1) people are attracted by a generous and safe pension scheme (1) 

• job security (1) people are likely to be reluctant to undertake an occupation in which 

workers are often made redundant/the industry is in decline (1) 

• location of job/distance and time to travel (1) most people prefer to work close to 

home/some people’s choice may be restricted to a particular area because of the 

difficulty/cost of travel (1)  

 

  A list-like answer can gain no more than 2 marks 
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 (b) Explain the different forms of payment that a worker can receive. [4] 

 

• wage (1) payment for carrying out a particular job/explanation of piece rate and/or time 

rate (1) 

• salary (1) based on a fixed annual amount (1) 

• overtime (1) payment for work in excess of the standard, contracted hours (1) 

• bonus (1) extra payment acting as an incentive/payment for performance above that 

usually expected (1)  

• commission (1) payment based on the percentage of sales a worker makes (1) 

 

  A list-like answer can gain no more than 2 marks.  

 

 

 (c) Consider the likely changes in earnings over an individual’s lifetime. [3] 

 

• entry to the workforce: earnings relatively low (1) 

• increase in skills/experience: earnings rise significantly (1) 

• older/end-of-career workers: earnings fall (1) 

 

  Reward other logical suggestions based on economics e.g. promotion/demotion, outcomes 

of peer reviews, loss of jobs 

 

 

 (d) Discuss whether a worker in the services sector is always likely to receive a higher 

wage than one in the manufacturing sector. [9] 

 

  Up to 5 marks for why might: 

• service sector includes banking (banker), insurance (insurance worker), health (doctor) 

and education (teacher) etc. (1) 

• increase in demand for services will increase demand for labour (1) pushing up the 

wages of workers (1)  

• profits in the service sector may be high (1) increasing ability of firms to pay higher 

wages (1) 

• workers in the services sector may be more skilled than those in the manufacturing 

sector (1) increasing their productivity/bargaining strength (1) 

• idea of deindustrialisation (1) unemployment increasing in manufacturing (1) 

 

  Up to 5 marks for why might not: 

• manufacturing sector includes e.g. car production (car workers), food processing (food 

processing workers) and furniture making (carpenters) (1) 

• demand for workers in some manufacturing industries may be increasing more than 

demand for workers in service sector industries (1) 

• not all workers in the service sector are skilled (1) may have low productivity/bargaining 

strength (1) 

• some workers in the manufacturing sector will be in more promoted posts (1) will have 

more experience (1) 

• more workers in the manufacturing sector may belong to trade unions (1) may have 

stronger bargaining power (1) 
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4 (a) Analyse three characteristics of perfect competition. [6] 

 

• there are a large number of firms in the market/many buyers and sellers (1) so each 

firm’s output is too insignificant to affect prices/each firm is a price taker/each consumer 

is too insignificant to affect price (1) 

• each firm produces an identical/homogeneous product (1) products are perfect 

substitutes/demand is perfectly elastic (1) 

• there is perfect information (1) firms know level of profit being made in the market/ 

consumers know prices charged (1) 

• no barriers to entry or exit (1) firms will come into the industry if supernormal profits are 

being made/firms will leave the industry if losses are made or profits are below normal 

(1) 

• normal profits are made in the long-run (1) these are just sufficient to keep the firms in 

the industry (1) 

• no advertising (1) due to perfect knowledge/products identical (1) 

 

 

 (b) Distinguish between a firm that is a price taker and one that is a price maker. [4] 

 

  Price taker: 

• this would apply to a firm that is in a perfectly competitive market structure (1) where the 

price is determined by market conditions/all firms in the market have to accept this 

price/one firm’s output is too small to influence price (1) 

 

  Price maker: 

• this would apply to a firm that is in a monopoly market structure (1) a monopoly firm is 

able to use its market power to determine the price it wishes to charge/a monopoly’s 

output is the industry’s output (1) 

 

 

 (c) Discuss whether pricing and output policies in perfect competition are more 

favourable to the consumer than those in monopoly. [10] 

 

  Up to 7 marks for perfect competition more favourable: 

• price may be lower (1) due to competitive pressure (1) driven down to a level which just 

covers costs (1) 

• output may be higher (1) as firms will not be restricting output to drive up price (1) 

• firms are likely to be responsive to changes in consumers’ demand (1) trying to gain a 

competitive edge (1) 

• firms may innovate (1) perfect knowledge spreads information about new methods/ 

products (1) competitive pressure may force firms to innovate (1) 

 

  Up to 7 marks for monopoly more favourable: 

• monopoly likely to be a larger firm (1) more able to take advantage of economies of 

scale (1) example/s of economies of scale (1) lower average costs of production (1) may 

lead to lower prices (1) 

• monopoly may earn supernormal profits (1) these may be used to innovate (1) monopoly 

may feel safer innovating knowing that it can protect any resulting supernormal profits (1) 

innovation can lower prices (1) improve quality of products (1) 

 

  Up to a maximum of 7 marks for a good answer on only one element i.e. pricing or output. 
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5 (a) Explain what is meant by a regressive indirect tax. [4] 

 

  Up to 2 marks for the indirect element: 

• an indirect tax is a tax on spending (1) 

• paid indirectly by consumers to the government via producers/the burden can be shifted 

(1) 

• example/an indirect tax may have the same rate for most goods and services (1) 

 

  Up to 2 marks for the regressive element: 

• all people pay the same rate irrespective of their income/ability to pay (1) 

• the poorer people, therefore, will pay a higher percentage of income in tax than the 

richer people (1) 

 

  Note: to gain 4 marks there needs to be reference to the ‘higher percentage of income’ paid.  

 

 

 (b) Using a demand and supply diagram, analyse how an increase in tax on fuel can affect 

the equilibrium price and equilibrium quantity of fuel. [6] 

 

  Up to 4 marks for the demand and supply diagram: 

• axes correctly labelled (price and quantity) (1) 

• demand and supply curves correctly labelled (1) 

• shift of supply curve to the left (1) 

• rise in price/fall in quantity (1) 

 

  Up to 2 marks for analysis: 

• an increase in an indirect tax raises firms’ costs of production (1) 

• there will be a rise in the equilibrium price (1) 

• and a fall in the equilibrium quantity (1) 

 

 

 (c) Discuss the extent to which a direct tax, such as income tax, can affect the 

distribution of income in an economy. [10] 

 

  Up to 7 marks on how it can affect the distribution of income: 

• a direct tax is a tax on the income of people and firms (1) 

• income tax is usually a progressive tax (1) this takes not just more of the income of the 

rich (1) but also an increasing proportion of their income (1) reduces the gap between 

the income of the rich and the poor (1) 

• tax revenue raised may be used to help the poor (1) e.g. spending on housing, 

education and health care (1) this may increase the earning potential of the poor (1)  

 

  Up to 7 marks for why the effect may be limited: 

• will depend on how progressive the tax is (1) some countries operate flat taxes (1) 

• will be influenced by the extent of tax avoidance (1) some of the rich may find ways of 

not paying the tax (1) 

• a high rate may discourage effort and enterprise (1) leading to lower output (1) higher 

unemployment (1) greater poverty/more uneven distribution of income (1) 

• it may be offset by the regressive nature of other taxes (1) 

• other factors may change such as a lowering of the minimum wage (1) how this could 

affect the distribution of income (1) 
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6 (a) Describe three possible causes of the growth of a country’s population. [6] 

 

  Either: 

• an increase in the birth rate (1) when the number of births per thousand of the population 

rises/due to e.g. a fall in the average age of marriage (1) 

• a fall in the death rate (1) when the number of deaths per thousand of the population 

falls/due to e.g. improved health care (1) 

• a rise in net immigration/immigration (1) where more people come into the country 

(immigrants) than leave the country (emigrants)/due to e.g. higher incomes in the 

country (1) 

  Or: 

• up to 3 causes of an increase in the birth rate (3) each explained (3) 

• up to 3 causes of a fall in the death rate (3) each explained (3) 

• up to 3 causes of a rise in net immigration (3) each explained (3) 

• up to 3 causes of a mixture of a rise in the birth rate/fall in the death rate, rise in net 

immigration (3) each explained (3) 

 

  Note: 3 marks for a rise in the birth rate, fall in death rate, net immigration/immigration. 

  1 mark for reference to birth rate, death rate, immigration/migration. 

 

 

 (b) Explain how the rate of population growth may differ between a developed country 

and a developing country. [4] 

 

• a developed country is likely to have a low rate of population growth (1) e.g. because of 

a relatively low birth rate (1) 

• a developing country is likely to have a higher rate of population growth (1) e.g. because 

of a relatively higher birth rate (1) 

 

 

 (c) Explain what is meant by an ageing population. [2] 

 

• this is where people are generally living longer (1) 

• the average age of people in a country increases (1) 

• more older people as a proportion of the population (1)  

 

 

 (d) Discuss to what extent an ageing population is a serious economic problem. [8] 

 

  Up to 5 marks for why it might be a serious problem: 

• increase need for health care (1) tax revenue used to provide health care could have 

been used for another purpose/opportunity cost (1) 

• increase cost of pensions (1) place a tax burden on workers (1) 

• increase the dependency ratio (1) proportionally more non-workers will have to be 

supported by proportionally fewer workers (1) 

• reduce mobility of the labour force (1) older workers may be less geographically/ 

occupationally mobile (1) 

 

  Up to 5 marks for why it might not be a serious problem: 

• a rise in the average age from a young age (1) may reduce dependency ratio (1) 

• older workers may be more experienced (1) leading to higher productivity (1) 

• ageing population may not increase dependency ratio/cost of pensions (1) if retirement 

age is raised (1) 

• longer life expectancy (1) raise living standards (1) 
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7 (a) Explain three potential benefits of free trade. [6] 

 

• countries can specialise in what they do most efficiently (idea of comparative advantage, 

though candidates do not need to refer to that term) (1) provides for a more efficient 

allocation of resources (1) 

• world output of goods and services increases (1) raising standards of living (1) 

• consumers gain from a greater choice (1)  they can benefit from consumption of goods 

not produced in their country/variations in products (1)   

• consumers can gain from lower prices (1) due to greater competition (1)   

• firms can have greater choice of raw materials (1) this will lower costs of production/ 

improve quality of products made (1) 

 

 

 (b) Distinguish between quotas and exchange controls as methods of trade protection. [4] 

 

  Quotas: 

• a quota is a restriction/limit (1) on the imports of goods into a country (1) 

 

  Exchange controls: 

• an exchange control is where a government limits access to foreign currency (1) which 

makes it more difficult to buy imports from abroad (1) 

 

 

 (c) Explain how a subsidy could be used to protect an industry from foreign competition.  

     [4] 

 

• this is where a payment is made to a domestic producer (1) 

• to make production cheaper (1) 

• so that the price charged is lower than those of imports (1) 

• encouraging people to buy the domestic, rather than the imported, good (1) 

 

 

 (d) Discuss whether the protection of a declining and inefficient industry in a country can 

ever be justified. [6] 

 

  Up to 4 marks for why protection can be justified: 

• to prevent a rise in unemployment (1) output can be reduced gradually (1) workers who 

retire or leave will not be replaced (1) unemployment causes a range of problems e.g. 

low tax revenue, high costs of benefits (1) 

• to protect a strategic industry (1) concern that supplies might be cut off (1) 

 

  Up to 4 marks for why protection cannot be justified: 

• leads to an inefficient allocation of resources (1) lowers living standards (1) 

• may lead to retaliation (1) resulting in a fall in exports (1) 

• owners of the industry may resist protection being removed (1) industry will not decline 

(1) 

• better to train workers in new skills (1) subsidise/protect new industries (1) 

 


